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AF-T-EERNOON S E-SSI1-ON
(1:55 p.m)
EXPERT PANEL ON LOTTERI ES: CAN GOVERNMENT REGULATE
| TSELF?

CHAI RPERSON  JAMES: W are ready to
continue our examnation with a panel entitled: Can
Government Regulate Itself? | think this is a
particularly inportant discussion because it addresses
the inportant content of our earlier panels on
|otteries and the potential inplication for public
policy. Each of our panelists wll speak for a
designated period of time, followed by a discussion
peri od.

And | woul d ask each panel nenber to pl ease
cone forward as you are introduced. First joining us
on this panel we are pleased to have Dan Bosley, a
menber of the Massachusetts House of Representatives
si nce 1987.

Wl cone.

Representative Bosley serves as House
Chai rman  of the Joint Commttee on Governnent
Regul at i on. He recently conpleted a report for the

legislature on gamng in the Comonwealth, which
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resulted in the continued prohibition of casino
ganbling in Massachusetts.

Robert Goodnan. M. Goodman is Executive
Director of the United States Ganbling Research
Institute and Professor of Environnmental Design and
Planning at Hanpshire Coll ege. Prof essor Goodnman
aut hored The Luck Business, a study of contenporary
ganbling policy in Anerica. The publication grew out
of his work as director of the United States Ganbling
Study, a privately funded research project.

Wel cone M. Goodman.

M chael Jones. M. Jones is President of
M chael Jones and Conpany and fornmer director of the
IIlinois State Lottery. Hi s conpany has been invol ved
in a nunber of North Anmerican lottery jurisdictions,
working for vendors, assisting in bid responses and
interacting directly with top lottery officials. M.
Jones wites regularly for International Gam ng and
Wageri ng Busi ness nmagazi ne and The Gam ng Law Revi ew.

Thank you all gentlenmen for being here this
af t er noon. And I'd like to remnd you at this point
that each panelist should consider hinself under oath

under the supplenental rules of the Conm ssion. And |
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woul d tell you that we are delighted you have joi ned us

and | ook forward to your testinony.

CHAI RPERSON JAMES:

we' | |

start with you,

M.

Bosl ey.
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REPRESENTATI VE BOSLEY: Thank you very
much, Madane Chairnman. | would like to thank you for
convening in Boston. I'd like to wsh you all a Happy
St. Patrick's Day. It's a very big part of our

heritage and | hope you have tine to enjoy sone of the

activities while you're here for the next couple of

days. | would also like to thank you for your work on
this very conplicated issue. Your charge is not an
easy one but | think it's a very inportant one as we

decide our public policy as we go forward into the
future.

|"m very pleased that this Conm ssion was
formed and appointed and is |ooking at this. | think
it's inportant for us to pronote a national policy or
at least talk about a national policy on gam ng. In
Massachusetts, nuch of the deliberations on this issue
have cone as a reaction to what surrounding states are
doing or considering to do. W find ourselves reacting
to casinos in Connecticut, video poker in Rhode Island,
Power Ball ganes in New Hanpshire and the beat goes on.

W also find that we are reacting to
federal legislation on Indian gam ng, which is what
predicated a ot of the work that we did over the |ast

few years. And any tinme that legislation is reactive
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rather than deliberative it is not very good public
policy. So, if we had a public policy that was
national in scope where we could cooperate wth our
nei ghbors it certainly would be nuch better and nuch
nore del i berative.

For the record, |I'm Dan Bosley, |'m the

House Chair of the Joint Conmmttee on Government

Regul ati ons. My commttee has responsibility for
deliberating on all mtters concerning ganbling in
Massachusetts. It includes but is not limted to horse
racing, dog racing, <class |Ill gamng, charitable

gam ng, we have Las Vegas style nights as charity
gam ng, we have bingo, and of course the Lottery, which
is the biggest formof gam ng in Massachusetts.

In nmy witten remarks which | Wil |
par aphrase because | know you all have that, |'m not
going to read every word of it, just try to get to the
hi gh poi nts. But | have also submtted several itens
in witten materials, a post audit report that was done
| ast year in Decenber, Ganbling with the Public Trust,
and it's a review of the issue of free play coupons,
whi ch has been very controversial in Mssachusetts.
|'"'m not sure all of the conclusions of the study were

correct but | think that it's inportant that you see A



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

146

sone of the issues we're dealing with; and B: sonme of
the oversight commttees that we have.

|'"ve al so included an executive sunmmary of
what was a rather extensive report on The |Inpact of
Casinos on Lottery Revenues. That was conmm ssioned by
the State Lottery Conmm ssion at the request of the
| egislature, to look at the inpact of several gam ng
proposal s that were advanced and considered over the
| ast few years.

The third submttal is proposed | egislation
that has been recommended by ny conmmttee and is now
sitting in House Ways and Means. And that nakes
conprehensive changes in our |ottery. It starts to
restrict Keno to age controlled establishnents and
[imts the nunber of Keno outlets, both in nunber and
space in any given |ocation. This was necessary
because Keno has been growing exponentially in
Massachusetts.

|'"d Iike to touch on Keno briefly later on
but it's worth noting that we need to control this
activity froma public policy perspective, rather than
just a need for revenues. There are conveni ence stores
presently in Mssachusetts where alnost all of the

fl oor space is used as a Keno casino if you wll. In
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pl aces such as Tony D's in Waltham a conveni ence store
that may have a can of soup or a box of Kleenex on the
shelf to keep up the facade of being a convenience
store, the original attenpt of establishing Keno has
been corrupt ed.

We also need to take a look at the nunber
of establishnments that we have in Massachusetts for
Keno. Presently there are 1,600 outlets for wagering
on Keno, one-third of which are not age controll ed.
The Lottery Conm ssion was approving |icenses every day
up to the point when we filed this legislation, where
we, working with the Lottery, both decided we woul d put
a noratorium on that. But in fact at the tinme the
legislation was filed, the Lottery was ready to approve
a license for a taxi stand at Logan Airport. So it was
growing, we were putting Keno outlets everywhere. So
we need to rethink what we expect fromour lottery and
this bill is, | think, a good first step, so |'ve

included that in ny submttals.

And [l astly, |"ve included the gam ng
menor andum that | wote as a report to the Speaker of
the House in Massachusetts, Tom Fi nneran. In May of

1996, the Speaker appointed ne to ny present conmttee

because there were tw outstanding issues in the
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comm ttee. One was the plethora of gam ng proposals
t hat Massachusetts had at the tine and the other was
electricity restructuring, two hot t opi cs, very
conplicated topics. And we've spent sone tinme over the
last two years dealing with both of those. And |I'm
happy to report that not only did we issue a
conprehensive report on ganbling, we also cut
electricity rates ten percent in Mssachusetts, so
we' ve done pretty good, | think.

It was subsequent, this report that I
wote, it was subsequently the basis on which the House
rejected proposed legalized casinos in Mssachusetts
and | think it will prove interesting in that part of
the conclusions | reached were based on ny concerns on
casi nos ganbling's inpact of our state lottery and the
projected inpact of revenues that currently inure to
the cities and towns of the Conmonweal t h.

As to the ability of state legislators to

regulate lotteries, | think there is a schizophrenia
today in legislatures and |I'm sure that we're not
alone, | think it probably exists in nost state

| egi sl atures. Here in Massachusetts nmuch of the noney
sent back to cities and towns in the formof |ocal aid

is derived fromour lottery.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

149

Yet we are unconfortable with what is a
state sponsored addiction for sone people, our lottery,
and we take great pains to proclaim our confort, even
as we're issuing press releases back hone that herald
the increased local aid that cones from that source
W don't like to acknow edge our role in bringing
lottery to the public, we prefer to call it gamng,
which is much | ess harnful sounding than ganbling. Yet
we continue to pass |legislation that expands our gam ng
opti ons.

We | aud the winner for exanple, of a recent
$21 mllion jackpot who was a grandnotherly type who
has realized every man's dream of hitting the lottery,
yet we deny or ignore the fact that this woman was
pl ayi ng $150 a week on this gane, sone of it illegally
because she was using credit fromthe store, which is
clearly against lottery regulations. This is excessive
behavi or from any inconme bracket and we need to | ook at
that when we deliberate and look at the positive
benefits of our lottery.

W deny nore advertising funds for our
lottery so as not to encourage gam ng yet we demand
nmore and nore noney for our cities and towmns. This is

schi zophreni c. Il would submt that governnent has a
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difficult time regulating the gamng industry that
we've created and the difficulty is exacerbated by the
i nherent conflict in setting public policy and getting
caught up in a grow ng dependence on this activity for
revenues.

| f you consider the course of the Lottery
in Mssachusetts, it was started in 1975 wth the
understanding that the revenues would be used to pay
for education. | remenber, we used to get a little
green ticket, when the Lottery first started you got a
little green ticket and that was your Lottery stub. 1In
| ooki ng back at that debate on that issue by the way,
many of the argunents are still used today, |et people

do what they want; people are ganbling anyway, let's

get a piece of the action; we need the noney, it'll go
for a good cause; if we don't do this, people wll go
el sewhere, we'll lose the noney or other states wll

beat us to this form of revenue.

There was consi der abl e debat e but
ultimately we decided to pass this nodest proposal for
this little green ticket as a funding nechanism to
enhance educati on. Since that tine, the legislature
has continuously acceded to the demand of increased

future revenues. Each time the issue has cone up we
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have passed an expansion of the Lottery, many tinme with
little debate as to the public policy, especially since
| ocal property taxes were limted by referendum in
1980.

W have looked to the Lottery time and
again, even though every study indicates that the
bur den of f undi ng this revenue source falls
di sproportionately on |ower incone residents of the
Commonweal th and on our poorest comunities. W al so
have studies that indicate that each expansion of our
lottery, we now play, by the way, $500 per capita, |
think that's tw ce what anyone el se plays. It's very
successful from the Lottery's perspective, in sone
cases, in some comunities, it's over $1,000 per capita
pl ayed in the Lottery.

And we have studies that indicate that each
expansi on has either captured or created nore problem
ganbl ers or has increased the state's dependence on | ow
i ncome players for revenues. Every time we expand and
peopl e play, in the poorest conmunities, we're relying
on the poorest nenbers of our society to give us
revenues to send back to cities and towns.

What have we done since the introduction of

the little green ticket back in 1975, we've expanded
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our daily nunber drawing to a seventh day, we've added
three bi-weekly jackpots, Mass MIlions, Mass Cash and
Megabucks. W pronote at any one time up to 35
i ndividual instant scratch tickets and have expanded
with the creation of the Big Gane, which is a multi-
state Power Ball type gane, that was a reaction to New
Hanpshire and New York having Power Ball. After |ess
than one year in operation, incidentally, we have now
expanded to a second drawing a week in the Big Gane.

Lastly, we have added, as | nentioned
before, 1,600 Keno outlets where a gane and a betting
opportunity happens every five m nutes. Have we shown
any ability to regul ate ourselves, or any restraint?

| nmentioned earlier our rush to expand
Lottery outlets. W started Lottery as a reaction to
filling a $25 mllion budget gap and today, roughly
five years later, since we started this in 1993 in the
budget, Keno is projected at over $460 mllion in
revenues. W have licensed Keno outlets next to
pawnbr okers, check cashi ng facilities and in
conveni ence stores in nearly every neighborhood in the
state.

As | stated earlier, the Lottery started as

a potential funding source for education for our cities
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and towns. After 1980 it was viewed as a way to of fset
| ocal property taxes |ost under a referendum question.
But as with every program longevity has turned into
entitlenent. Cities and towns now demand nore noney
each year fromthe Lottery. In fact, nost of themwl|
factor revenue growh into their budgets each year

This is very dangerous for two reasons,
first, there is no balance today in this discussion of
expectations for the Lottery. Whet her the Lottery is
any |longer good public policy, or nore to the point,
whet her expansion of the Lottery is good public policy,
has becone subsidiary to the revenues produced. W've
becone dependent in part on state- sponsored ganbling.
This, by the way, is a far cry from whether we should
|l et people ganble. State sponsorship gives an
inprimatur to this activity, that's a subtle difference
and very inportant and should be subject to constant
reevaluation. But to this date we haven't reeval uated
any of these ganes, we just keep addi ng nore ganes.

Secondly, the pattern of Mssachusetts
Lottery and really, gamng in general is that ganes
becone tired and lose their allure, this leads to a
decline in revenues for that particular product. This

in fact is happening in nost of our ganes right now.
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If it wasn't for Keno we would actually see declines,
the declines in the bi-weekly ganes are anywhere from
12 to 30 percent over the past year in the Mass Cash

Megabucks and ©Mass M lions. In fact, nost of our
ganes have becone tired, that's why we constantly rol

t hose ganmes over. And that's why we've expanded our
Lottery offerings fromthat little green ticket in 1975

to the potpourri of prograns that are extant today.

Therein lies the second danger in our
inability to regulate ourselves. W have had to
constantly expand our product |ine to increase
revenues. However, |ast year the legislature voted

overwhel mngly to reject expandi ng our |egalized gam ng

to casinos and slot machines at the race tracks.

Wthout this expansion Lottery revenues w |l decrease
over tinme, it is 1inevitable that that 1isgoing to
happen.

In other words, there is no place to go
w thout wventuring into class I1Il gamng, wth the
advent of either video poker or slot nmachines.
Legalizing class Il gam ng would of course inevitably
lead to casinos, either from outside sources or nore

likely from Indian gamng interests. But | believe
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that the benefits to be gained fromthose casinos on a
statew de | evel are questionable and sonmewhat illusory.

Wul d a Wanpanoag casino in Fall River help
t he Wanpanoags; yes it would. Wuld it help us in the
state with our revenue problenms; no | don't believe
that it woul d. And our decision to reject that was
based on statew de interests.

Studies indicate that casinos wll take
revenues away from the Lottery and by extension, from
our cities and towns. That's because even though sone
studies indicate that we will recapture sonme noney now
being spent outside of the state by opening revenues
within the state, nost revenues wll indeed conme from
Massachusetts.

Since our Lottery is by far the nost
successful in the nation, a disproportionate share of
gamng dollars would shift from the Lottery to other
venues. The state would receive a snmaller share of
those dollars from casinos, roughly 21 percent of the
gross instead of 63 percent of Lottery revenues.
Therefore, even if we were to redirect every dollar
fromcasinos to local aid we would have to experience a
300 percent increase in spending or ganbling just to

remain in the sane fiscal position
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Never mnd the public policy over whether
ganbling is good social policy or whether it makes
sense to encourage ganbling by people that turn around
and we subsidize through a variety of state prograns.
Just fromthe revenue figures, expansion into class Il
gam ng probably neans a | oss of revenue to the Lottery.

To put it another way, if we don't continue
to expand, we'll lose revenues, if we do continue to
expand, we are probably going to | ose revenues in the
long run, for the Lottery.

We haven't discussed this as public policy
in a very conprehensive way, it's left us pretty ill-
prepared to handle this inevitability. That in and of
itself Is poor public policy. Driven by the
inclination of public officials to increase budget |ine
itens while exhibiting a simlar disinclination to
di scuss appropriate revenue sources, thus far lotteries
have been easy noney even if they are not easy public
policy.

Can we regulate ourselves? (Qoviously, we
shoul d not have beconme dependent on lottery revenues to
begin wth. Since taking over as chair of this
commttee | have tried to address sone of these issues,

and | nentioned before the Lottery legislation that we
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have before us. But our historical record is not good,
we need to draw a box around our lottery, that was a
phrase that was given to ne by the attorney general in
Oregon, M. Kulongoski who is now on the bench, he
authored a report and |I liked it so nuch | stole that
phrase. Because | think that we do need to draw a box
around it and we do need to reexam ne what we want the
lottery to do.

We need to include all of the stakehol ders
in this, both public officials, cities and towns,
muni ci pal officials, people who run the lottery in this
di scussion over our future. Revenues have been
exceptional in Massachusetts over the past few years,
we are projecting about an $800 million surplus this
year and expectations are that over the next few years
we w Il indeed see continued revenue grow h.

So the tinme is very good right now, there
is no tinme like the present for trying to deal wth
this issue. But as with everything else, the easy road
of ignoring this problem is wusually the path nost
chosen over the difficult trek of reexam ning our
priorities and establishing a nore consistent funding

mechani sm for our cities and towns.
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To ignore these warning signals now could
be disastrous in the future as we react to a situation.
| hope that we don't do that and that we can find a way
out of this so we can continue to establish funds going
back to cities and towns and yet sonmehow wean oursel ves
off of what is not a very dependable source of
revenues.

Thank you very nmuch and | look forward to
your questions afterwards.

CHAI RPERSON JAMES: Thank you.



